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EDITORIAL DEPARTMENT NOTE 


The development of ee Ee ee is most po oe vn function in any 
business. Where iversified produced on a -to-order 
basis the ade ae of te ene es licies often wires the develop- 
ment of techniques which the cost accountant is partial well qualified 
to prepare. The Robinson-Patman Act has resulted in many firms reviewing 
and revising their costing and pricing policies and has brought about a 
before. Fhe consistency in pricing that in many cases did not exist 
before two articles in this issue of the Bulletin describe 

methods in two widely different ae The first outlines meth ro 
to secure uniformity in the +o icing policies in a company with 
a great variety of products manufactured on a made-to-order basis. The 
second article describes the use of predetermined costs as the foundation 
for pis the shoe manufacturing —~ 54 

The author of our first article, Raymond Jacke, is a native of Louis- 
ville, Ky., and received his training and early business experience there. 
Since joining the United States Foil Co. as Cost Accountant in 1923, he 
has spent 18 years with this company and its successor, the Reynolds Metals 
Co. At the present time he is in ag of Sales Cost and Pricing for the 
Reynolds Metals Co. in Richmond. Jacke joined the Association in 
1928, and for six years thereafter served as Secretary of the Louisville 
Chapter. Subsequently, he became affiliated with the Newark and Wash- 
ington Chapters and is a charter member of the Richmond Chapter. 

Our second article is by Harold S. W Controller of the Common- 
wealth Shoe & Leather whose of experience in cost work 
in the shoe and leather i eens ever 2 exmmieaite sued 
of time, beginning in 1910, three years after his graduation from Massa- 
chusetts Institute of ay became connected with the 
Cost Department of the W. H. McElwain Co. He later was made Assistant 
General Superintendent. Returning to this s coma after World War I, 
during which he served in Washington in the Quartermaster Corps, attain- 
i rank cf Lieutenant Colonel, he spent the ensuing eleven years as 
ol of the Sole Leather Division. After the company merged with 
the International Shoe Co. he remained for a time, leaving in 1930 to 
assume the position which he now holds as Controller of the Commonwealth 
Shoe & Leather Company. In addition, Mr. Wonson has had academic 
experience, having spent three years, 1907 to 1910, as a member of the 
teaching staff of the Department of Naval Architecture at M. I. T. He 
is also active in the New England Shoe and Leather Association, of which 
he was President from 1932 to 1936, and of which he has been a Director 
for many years. 





Articles published in the Bulletin present many different —— In 
publishing them the Association is not sponsoring the views apne, 
is endeavoring to provide for its members material which will be helpful 
and stimulating. Constructive comments are welcomed and will be published 
in the Forum Section of the Bulletin. 
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UNIFORM PRICING 


By Raymond E. Jacke, In Charge, Sales Cost and Pricing, 
Reynolds Metals Co., Richmond, Va. 


Introduction 


HE title of this paper may be misleading in that one may be 

led to expect an exhaustive treatment of this highly controver- 
sial subject. Nothing so ambitious is contemplated since this writer 
feels neither qualified nor convinced that this issue has but one 
answer. Some will argue the single-price principle, while others 
have boasted before the Robinson-Patman Act and still believe in 
“never giving a sucker an even break.” Both may be right if, aside 
from any ethical measure, the proof is the success of either. Many 
are still convinced that business is merely clever selling versus 
clever buying and that there can be no clever selling with fixed 
prices. Besides, isn’t any article worth to any person what that per- 
son is willing to pay? 

No, thank you! This aspect of the subject may well be left to 
hard-headed business men, theorists and nimble-witted debaters to 
tackle. This paper will deal strictly with if’s: If you have the 
proper business, if the conditions are right, if you favor uniform 
pricing, then here is preserited one practical means of at least par- 
tial attainment. 


What Is Price? 


For want of a better definition, consider price the value of an 
article determined by demand and the cost to produce. There are 
probably better definitions, but this one serves a particular purpose 
with respect to the cost to produce. If an article cannot be pro- 
duced to sell at a profit, then for what reason would it be pro- 
duced? Perhaps it may be produced if necessary as a complement 
to another highly profitable item, but standing alone, such an article 
would be an economic cancer requiring an operation. A solution 
might even be found in a less costly substitute, or better produc- 
tion facilities, but certainly a disproportionate condition of this 
kind exists only temporarily. 

Comparable to the strange pitcher plant, price is a very sensitive 
measure and is influenced by many factors. The stock exchange 
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price fluctuations may be an exaggerated example and, yet, behind 
every movement there is a reason, real or fancied, created or 
natural. Fortunately for business enterprise, prices on merchan- 
dise have much greater stability due to intrinsic worth and utility, 
but even this does not insure against losses through forced price 
changes. There is little doubt that supply and demand are the chief 
contributors to this condition. However, the operation of this eco- 
nomic law is rather generally understood and in a limited degree 
controlled by creating desire through advertising and by affording 
means with adequate credit facilities to stimulate demand. Often 
price can be maintained at a disproportionately high level through 
effective advertising on the one hand, or by controlling the supply 
with some form of monopoly on the other. Very little permanency, 
however, may be expected from an unbalanced condition of this | 
kind due to the effect of inevitable competition. 

Regardless of circumstances, the element of competition is a 
powerful omnipresent threat. It is at once a stimulus and check 
for all phases of business activity. Consider for a moment the 
effect competition may-bring to bear, counteracting almost any 
unbalanced pricing policy followed. If an article is priced too high 
on the strength of a widely advertised brand name, there is grave 
danger that this policy will become a protective umbrella for the 
growth of small competitors to a size capable of inflicting irrepar- 










































able damage on the leader. Suppose there is a protected monopoly u 
for which reason the same abnormal pricing policy is exercised. n 
This instance requires caution against bootleg infringements, sub- O 
stitute products and, depending upon the product, a limited volume. fi 
Relation of Price to Its Low-water-mark Cost : 

Just as water seeks its lowest level, so does price eventually settle ir 
to a level of cost plus a reasonable return. Furthermore, this state- tk 
ment might even be projected to apply only to the low-cost pro- a1 
ducer. Let it be assumed, however, that in order to survive, an en- pe 
terprise must be progressive enough to attempt to keep at least al 
even with competitors on production costs. Then, unless there is su 
over-production or over-ambition, resulting in wasteful dumping, Sf 
prices will be close enough so that any slight variation could pc 
easily be justified by service or quality differences in order to main- or 
tain sales. Sis 
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Any other approach to this problem of pricing appears unsound 
for a long range view. Of course, theré are chiselers and fly-by- 
night business entrepreneurs, but we are dealing with high-minded 
legitimate business enterprises with conscience. If not, we are 
then putting business on the same level with cheap gamblers and 
let the dog-eat-dog principle prevail. 


Need for Uniform Pricing 


Irrespective of the merits of the Robinson-Patman Act, it can- 
not be denied that there is sound logic, and good business too, in 
the principle of single price for like kind and grade of product sold 
within a given industry. Invariably a policy of fixed prices with- 
out discrimination commands confidence and establishes good-will. 
Sharp practices in pricing lead only to suspicion by those favored 
and unfavored alike, and regardless of intentions or quality of 
merchandise or service, the valuable assets of good-will is sure to 
be impaired. Good-will is the character and integrity of business, 
and as such, it must be above suspicion. Besides, considering the 
trend of present legislation, the old Latin phrase should be changed 
to “Let the seller beware”—if the wily purchasing agents don’t 
beat you at your own cagey game, the government will. 


Aside from all this, good management has a definite need for a 
uniform pricing policy. This applies particularly to a business 
manufacturing diverse products with both standard and made-to- 
order specifications. Under the hit and miss practice, who is quali- 
fied to set prices on the numerous products and variations re- 
quired? Shall it be the sales manager, the cost accountant, or per- 
haps the boss? There are obvious objections against any individual 
in an organization being vested with this responsibility and au- 
thority. What person is so completely informed that he knows at 
once all about production conditions, costs, market situations, com- 
petitive influences and. the like, enabling him to make many sep- 
arate unrelated quotations in a single day? Few would, be pre- 
sumptious enough to claim this qualification. Besides, it is the re- 
sponsibility of collective management to formulate and direct 
policy, principles and procedure which may be applied by any 
ordinary individual. With the adoption of a uniform and con- 
sistent pricing plan, the control passes into the hands of manage- 
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ment where it belongs, and the only time-consuming consideration 
required is in dealing with important exceptions. 


Case Example Prelude 


The remainder of this paper will be given to the description of 
a case example of a uniform pricing method developed and suc- 
cessfully practiced by the Reynolds Metals Company. Let it be 
remembered that given figures have no significance or meaning 
beyond illustration of method or principle involved. 

As a preliminary step, it may be very helpful to furnish at this 
point a little local color in the form of company background, prod- 
ucts, etc. It is sufficient to the purpose to mention that the 
Reynolds Metals Company is not an old and settled concern in 
years, since its remarkable growth, mainly attributable to the qual- 
ities of its President and founder, Mr. R. S. Reynolds, Sr., has 
been within the past twenty years. Almost steady expansion oc- 
curred during this period, making it necessary for the whole or- 
ganization to be able to absorb change quickly, 

This Company has grown very diversified in its products, but 
the light gauge rolled metal, called foil, remains the principal prod- 
uct in its many different forms. Because of its importance, only 
the foil division will be considered in the case example presented. 
Still further contraction is necessary and therefore this paper 
will be confined to rolled aluminum foil products which constitute 
a substantial volume of this Company’s sales. Briefly stated, 
aluminum ingots are melted and cast into slabs which are passed 
through a series of rolling operations to required gauges from 
005” to .00025”. This rolled aluminum may be further processed, 
alone or laminated with various grades and weights of paper, by 
embossing, coloring, printing of various types, slitting or cutting 
to size, bag forming, carton making, and various other means of 
producing finished products. Thousands of possible variations are 
easily apparent in this classification alone, and practically all pro- 
duction is to made-to-order specification. 


Factors in the Uniform Price Build-up 


As the foundation of any structure is of primary importance, so 
it is essential that manufacturing costs should be sound in order 
to form the proper basis for uniform pricing. This setup presup- 
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poses that accurate standard costs are available for computing unit 
costs on all products manufactured. 

Besides the manufacturing cost, but measured by it, are the fac- 
tors of selling and general administrative expenses. - This is usu- 
ally a much neglected element of cost that gets no more consider- 
ation than a tail on a dog and looks the part when combined with 
manufacturing cost in arriving at so-called commercial cost. 

To commercial cost is added profit margin, completing the price 
build-up except for any extras such as cash discounts, prepaid 
freight, special commissions, chargeable patterns, dies or other ma- 
terials or items considered deductions from gross sales rather than 
part of net. 


Basic Manufacturing Costs 


It is to be taken for granted that manufacturing costs can be 
computed in some acceptable manner and hence any elaboration on 
this broad subject is considered unnecessary within the scope of a 
paper on pricing. However, some attention at this time should be 
directed toward selection of proper costing ynits which will aid 
materially in simplifying the pricing problem. This is particularly 
essential in a business manufacturing products of many possible 
variations. Conviction on this point is easily gained when one is 
confronted with the task of compiling a usable price list covering 
thousands of items. Furthermore, men who actually use the pre- 
pared price lists prefer simple and concise groups of figures easy to 
comprehend. Too many figures confuse the average untrained 
person, and in addition whenever price changes occur, there is 
much time and expense involved. 

Starting with the manufacturing cost, one will find it important 
to properly analyze products in the simplest terms and establish 
common costing units covering as many variations as possible. For 
instance, the case example of aluminum foil products clearly shows 
the necessity of seeking a common costing unit which will give de- 
sired uniformity, covering the greatest range of product variations 
with a minimum number of figures. Rolled aluminum metal has a 
combination of two basic costing units—weight and area. Weight 
unit applies to such cost elements as the metal itself, casting, heavy 
slab rolling and finished product packing. Area unit applies to the 
intermediate and series of light gauge mill rolling operations. Fin- 
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ally, metal spooling is according to area and so is reel rewinding in 
preparation for flat sheet cutting, the cost of which is on the weight 
basis. All surface decorating as well as laminating operations are 
costed on area. unit. 


Many thousand cost figures would be required in an attempt to 
cover every possible specification manufactured. This would 
prove very cumbersome to apply as well as difficult and costly to 
compute and revise as changes occur. To overcome this problem, 
the use of common costing factors was found necessary. Plain 
aluminum foil, for example, can be costed in certain representative 
gauges—spooled and in a given mill width—as follows: 


Gauges—Inch Thickness. .005” .002” .001” .0006” .0004” .0003” .00025” 
Yields—Sq. In. Per Lb.. 2050 5100 10250 17000 25600 34000 41000 


Cost Per Pound ....... a le! Cee 40 4275 
Equiv. Per M Sq. In.... .1463 .0618 .0332 .0210 .0148 .0118 .0104 


With the cost accurately computed against each representative 
gauge, it was found possible to establish from these comparisons 
certain common factors. Taking each gauge against the next 
lighter gauge, we determined factor similarity by dividing yield dif- 
ference into cost per pound difference which gives the variable area 
factor. This figure, when multiplied by either yield and the product 
subtracted from its respective cost per pound, will give the factor 
representing a fixed cost per pound, regardless of yield, to be ap- 
plied together with the determined area factor. 


Example: .005” gauge 002” Difference 
Respective yields ..... 2050 5100 3050 
Cost per pound........ 30 315 015 


By dividing .o15 per pound cost difference by 3,050 square 
inches area difference, we obtain the area factor of approximately 
005 per thousand square inches. This factor when multiplied by 
either yield (e. g., 5,100 which gives .025 per pound) and the prod- 
uct subtracted from the base cost, will give the weight factor, 
which in this case is .29 per pound. These two factors together, 
.29 per pound plus .oo5 per M square inches, then becomes the 
costing basis for the two gauges considered as well as any inter- 
mediate gauges. The same computation repeated to cover all rep- 
resentative gauges costed shows sufficient similarity between 
gauges to permit grouping as follows: 
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0005” to .0001” at 29 per Ib. plus .005 per M square inches 
.001” to .0003” at .315 per Ib. plus .0025 per M square inches 
.0003” to .00025” at .265 per Ib. plus .004 per M square inches 


Such steps as this may be properly termed the process of con- 
traction or drawing together for the purpose of economy of effort, 
facility in application and uniformity of results. 

Another example of cost contraction which will appear in a later 
pricing list exhibit on printing, covers the elimination of separate 
costs on various sizes. By the same method just described, an an- 
alysis of cost disclosed a definite relationship between costs of vari- 
ous size pieces and a fixed factor combination of area plus piece 
cost common to all sizes. 


EXAMPLE: 


Piece area (sq. in.).. 10 25 50 100 
Cost per M pieces.. 1.00 2.19 421 8.20 


Again the area difference divided into cost difference between 
groups shows a common area cost of .o8 per M square inches and 
when this is applied to any area cost, it leaves a remainder of .20 
which becomes the fixed factor per M pieces. By this means the 
cost of .o8 per M square inches plus .20 per M pieces may be ap- 
plied to any size of a particular specification. 


Method of Determining Selling and General Expenses for Pricing 
A pplication 


Operating on a made-to-order basis, this case company has a 
substantial order cost element which should be taken into consid- 
eration for establishing quantity price differences. On many prod- 
ucts, particularly those continuous process items where no direct 
setup cost is incurred, the order charge becomes the only means 
permitting price concessions for quantities. Because of this condi- 
tion it is necessary to take full advantage of the order cost privilege 
granted in the Robinson-Patman Act. 

Most of the order cost will be found in the selling and general 
office expenses, but in addition the plant office may even con- 
tribute its share. In Exhibit 1 an arbitrary analysis of these ex- 
penses illustrates a general method of obtaining a very useful fig- 
ure in pricing and at the same time establishes a basis for the ap- 
plication of full selling and general expenses. 
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Exuusir 1 


DISTRIBUTION OF SELLING AND GENERAL EXPENSES 


SeL_tinc EXPENnsEs Est. Per Cent 
Payrolls Otter oben 
EE GEE. ccpnechosnahees 20% 
MS GE BPO ocnne cicesee 40% 
Sales Mgr. and Staff ........ 30% 
Branch Mgrs. and Staffs..... % 
ele GOR 0.00» cern tesiteues 50% 
OTE 60% 
Sales Promotion ............ 20% 
CEE,  ebuecdvascetces 4S 
ee, TR 6c ccaviraceves 35% 
Variable Expenses ............ 35% 
Fixed Expenses .............., oe 
Redistributive Expenses ........ 24% 
Torat Settrnc Expenses... 33% 
GeNneRAL EXPENSES 
Payrells and General 
Executive and Staffs ........ 10% 
General Accounting .......... 20% 
Cees Tie, cin covsienconcone 80% 
BME BEG occhdesescccecess Sate 
General Purchasing .......... 40% 
WOE secdaudacciedssccenes 20% 
Other Deductions (net)......... sy 
Tora GenerAL EXPENSES. . 14% 
Torat Secuinc AND GeneraAL 25% 
Adjustment for Plant 
Redistributive Expenses 
Applicable to “Orders Taken” 
Basis Add 
Deduct 
10 


Distribution Basis 

Total Units Orders 
Amount Ss Taken 
$ 27,000 $ 21,600 $ 5,400 


8,000 4800 3,200 
65,000 45,500 19,500 
70,000 49,000 21,000 
15,000 7,500 7,500 

100,000 40,000 60,000 
40,000 32,000 8,000 
30,000 30000. ...... 





$ 355,000 $230,400 $124,600 
160,000 104,000 56,000 
5,000 SOIO neces 
100,000 76,000 24,000 





$ 620,000 $415,400 $204,600 





$ 200,000 $180,000 $ 20,000 
50,000 40,000 10,000 
30,000 6,000 24,000 
25,000 25,000. ...... 
35,000 21,000 14,000 





$ 340,000 $272,000 $ 68,000 
140,000 140,000 ...... 





$ 480,000 $412,000 $ 68,000 





$1,100,000 $827,400 $272,600 





$ 70,000 
$ 70,000 





$1,100,000 $757,400 $342,600 
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EXHIBIT 1—Continued 
PLANT REDISTRIBUTIVE EXPENSES 











Per Cent to Units Orders 
Orders Totals Sold Taken 
Production Order Dept. ..... 80% $ 20,900 $4,000 $16,000 
) Accounting—Cost—Payroll ... 20% 75,000 60,000 + _—«:15,000 
D Production Dept. ........... 60% 50,000 20,000 —-30,000 
‘ Traffic Dept. ............000 60% 15,000 6,000 9,000 
: PARMA ebectxsustsicnes uel $160,000 $90,000 $70,000 
0 (Included in Manufacturing Overhead) 
“ APPLICATION OF SELLING AND GENERAL EXPENSES 
0 FOR PURPOSES OF PRODUCT COSTING 
0 ME. 1s ceed en cae shen $12,450,000 
Mfg. Cost of Sales 
' PN SS bb. Boies eis $6,250,000 70% of Total Cost 
0 Labor and Overhead....... 3,220,000 30% of: Total Cost 
0 ME. Bivieivensi: 9,470,000 
» Number Orders Issued....... 27,400 
Selling Expenses ........... 620,000 $415,400 $204,600 
Application Basis (% of Mfg.) 
0 (Cost— 4.39% 
0 (Cost per Order) 7.46 
of General Expenses Including 
0 Plant Redistributive Adjustment...... 480,000 342,000 138,000 
a Application Basis (% of Mfg. Cost) 3.61% 
00 (Cost per Order) 5.04 
nM DONE tine R Wis $ 1,100,000 $757,400 $342,600 
— (% of Mfg. Cost) 8% 
00 (Cost per Order) $12.50 
ad Nar SALES ............0002. $12,450,000 
wad Deduct: Commercial Cost. 10,570,000 (Mfg. Cost plus S. 
and G. Expenses) 
SD ine nana cinticns te $ 1,800,000 
(% of Net Sales) ............ 15.1% 
(% of Commercial Cost) ..... 17.8% 
” Preparation of this schedule entails close study of departmental 
a effort and expenses, Each separate functional division ought to be 
00 considered in the light of what might be the condition if only a 





fraction of orders issued produced the same sales volume. If, for 
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example, it is estimated that one-half the number of orders could 
be handled by a department at three-quarters of present expenses, 
assuming same volume, then it would appear reasonable to consider 
50 per cent of total expenses applicable to orders taken. In this 
manner a complete and acceptable breakdown of selling and general 
office expenses can be obtained. Likewise, any part of plant office 
expenses affected by number of orders handled may be treated in 
the same way. However, if plant office expense is redistributed 
into manufacturing overhead and applies unidentified on a produc- 
tion unit basis, as shown in Exhibit 1, then only the amount appli- 
cable to orders taken may be adjusted into the general expense 
order cost and reversed out of unit cost bracket in order to com- 
pensate for the original application. The net resuit obtained in 
Exhibit 1 shows that the application of 8 per cent on total manu- 
facturing cost plus $12.50 per order would have absorbed selling 
and general expenses during the given period. 


Principle of Applying Selling, General Office Expenses and Profit 
Margin to Products 


Due to the nature and variety of products manufactured, it 
would be meaningless to attempt to establish article classifications 
for the purpose of properly distributing selling and general office 
expenses. Several separate and distinct products have separate 
sales organizations, but for the most part the full line of foil items 
are handled by one general sales force. 


Even under the circumstances mentioned, the products manu- 
factured will not permit the application of a single percentage 
figure for selling and general expenses against all items alike. Ob- 
viously, in every product two primary elements are sold, namely, 
materials and processing, each of which require separate treatment 
because of their distinctly different natures. For the same reason 
it is considered essential in good cost accounting practice to segre- 
gate various operations for the purpose of proper distribution and 
application of overhead. ‘On the one hand, material is either raw 
or semi-processed to some degree. Most purchased materials fall 
in the second category and consequently already contain a certain 
amount of cost and profit build-up. Reasonably enough, a mer- 
chandise broker or distributor of these materials could expect only 
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a very small margin depending upon the amount of handling and 
investment risk involved. Similarly, the manufacturer also buys 
and sells materials, but in addition changes their form, and thereby 
increases to some extent handling and investment risk on the ma- 
terial itself. 

Besides this, however, in order to change the form of original 
materials into particular products, the manufacturer adds labor 
and expense of operating plant facilities. This necessitates a great 
deal more investment risk and organization, which commands a 
greater return. On this cost there is no prior profit on profit build- 
up and therefore the basic value added is entitled to the greatest 
margin the market will bear. 

Because of the wide variation in foil products, the material cost 
of which is between 20 per cent and 95 per cent of total cost, it was 
found necessary to establish what might be termed an adjustment 
ratio for the application of selling and general office expenses as 
well as profit margin. After careful study of all factors involved, 
it was concluded that the profit return ratio should be 3 to 1 per 
cent, processing to material, and also that this same ratio should 
apply as well to selling and general office expense against products. 
lt was reasonably determined that since our average product con- 
tained 70 per cent material (See Exhibit 1) we could expect to sell 
and handle proportionately the same sales volume of material alone 
with 62.5 per cent of the selling and general office expense. Con- 
versely, if sales volume theoretically consisted of 100 per cent 
processing, then these expenses could be expected to increase 87.5 
per cent. Therefore, the relationship of 187.5 per cent to 62.5 per 
cent, or 3 to I was established: 

This ratio, when applied to profit or selling and general expense 
basis, gives a very convenient means of determining a variable 
mark-up which will be uniform for all products of like kind and 
gradé. For example, Exhibit-1 shows the average product of 70 
pér cent material carries 8 per cent selling and general expense to 
total manufacturing cost on a given sales volume. Also, the actual 
net profit on the same sales is 15.1 per cent which is equivalent to 
17.8 per cent of commercial cost. We have already determined 
that a 3 to 1 ratio, when applied to 70 per cent average product, 
produces a ratio factor of 187.5 per cent to 62.5 per cent. This 
means that any figure selected for the average product may be ad- 
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justed by these percentages in order to establish base figures which 
may be used against products of any classification. 

If it is anticipated that the actual figures in Exhibit 1 should 
apply in future period, then selling and general expense percentage 
times the ratio factor shows base to be 15 per cent to 5 per cent ap- 
plicable to processing and material cost respectively. Likewise, net 
profit margin of 17.8 per cent on commercial cost becomes 23.3 
per cent to 11.1 per cent respectively by the same calculation. 

For any product, then, on which is known percentage of material 
cost to total cost, the above base percentages may be applied in a 
properly related proportion. Take a product, for example, which 
contains 40 per cent material. The profit percentage to commer- 
cial cost would be 40 per cent of 11.1 per cent plus 60 per cent of 
33-3 per cent, giving the combined figure of 24.4 per cent. Con- 
verted to the selling price basis by dividing 124.4 per cent into 24.4 
per cent, profit mark-up on commercial cost, this figure shows 
19.61 per cent net profit. In fact, the same calculation to the base 
profit margin figures shows the full range of net profit against 
sales to be 10 per cent on materials and 25 per cent on processing. 


Simplified Method of Mark-up Applications 

At this point, it may again bear mentioning that figures used in 
this paper have no significance except for relative illustration. In 
Exhibit 2, entitled ““Mark-Up Schedule,” will be found the ficti- 
tious base figures just computed from Exhibit 1, worked into a 
convenient form which greatly facilitates application. 

Columns 3 and 4, covering selling and general expense and profit 
margin respectively, combine in sequence with 100 per cent to give 
result in column 7. This figure is the base mark-up on manufac- 
turing cost and should show against selling price the gross margin 
corresponding to figures in column 6 and a net profit on sales ac- 
cording to column 2. Figures contained in columns 6 and 2 are 
merely equivalents of columns 7 and 3, respectively, converted to 
selling price basis by dividing each figure by itself plus roo. 

Along with this percentage mark-up, being no small part of it 
except that it is applied on a different basis, there is the order cost 
in column 5 which, when combined with profit margins, gives 
group figures shown in column 8. This is the standard order 
charge which supplies the legitimate means of showing price dif- 
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Exursit 2 


MARK-UP SCHEDULE 
SELLING AND GENERAL Base Marxk- 
Prorit MARGIN EXPENSE Up On 
(1) (2) (3) (4) (5) po (7) (8 
Per f I. U. 
Cent 
Natl Sid. Comm’ Mfg. Per Sellg. Mfg. Per 
Cost S.P. Cost Cost Order Price Cost Order 
10% /25% 11. 1%(33.3% 5%/15% $12.50 
5% 2 22 as 39” Sa” | 
10 23.72 31.1 14. 331 495 [1675 
15 23.08 30. 13.5 323 476 | 
20 22.42 28.9 13. 31.3 457 
25 21.75 278 125 304 438 |i¢o9 
30 21.07 26.7 12. 296 41.9 [** 
35 20.32 25.5 11.5 285 39.9 
40 19.61 24.4 1. 276 381 
45 18.90 23.3 10.5 26.6 32 |icso 
50 18.17 22.2 10. 256 344 . 
55 17.62 21.1 95 246 326 
60 16.67 20. 9. 235 38 | 
65 15.90 18.9 8&5 225 2. licen 
70 15.11 178 8 214 272 " 
75 14.31 16.7 7.5 203 255 | 
80 13.49 15.6 7. 191 237 
85 12.59 14.4 6.5 179 218 
90 11.74 13.3 6. 167 20. $1450 
95 10.87 122 55 155 184 
100 10. 11.1 5. 143 167 





Notice that column 1 contains the product classification by per centage of 
yy EE uated by 5 per cent difference. 
Any intermediate classed ucts ee lowest percentage group for 
mark-up basis. 


ferences for quantity or prodycts of standard materials in continu- 
ous production where no special setup is required. On other 
orders requiring special setup, the additional charge for setup is 
combined with the standard order charge for determining quan- 
tity price. 

One flexible feature of this standard mark-up plan is attributable 
to the fact that prices may be adjusted by applying proper mark- 
up on cost differences and treating as a price change with the same 
result that would be obtained by working change into the total cost 
and refiguring classification and applying new mark-up. Much 
time is saved through this simple expedient which carries with it 
the absolute guarantee of total uniformity. 
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Comprehensive Master Price Lists 


All that has been brought out thus far leads up to preparation 
of price lists. Form and arrangement is largely a matter of indi- 
vidual taste except for the fact that a price list must be made 
usable. To be usable a price list should be simple, concise, complete 
and orderly in content, and of convenient size and form. In some 
instances, it is not an easy accomplishment to prepare a usable list, 
especially where the nature and variety of similar products require 
condensing and the establishment of many differentials to cover 
the range. 

An example of a list containing thousands of possible prices and 
variations is presented in Exhibit 3. Probably not more than 500 
pricing figures are contained in this illustrative list on “Rolled 
Aluminum,” but since many of these figures are differentials, each 
of which may be applied to many other figures, the number of 
prices from combinations multiply considerably. 

This “Rolled Aluminum” price list was compiled by giving first 
consideration to the base form of all foil products, viz., plain rolled 
metal. Selection of a number of commonly specified gauges which 
form a good sequence was the first step. Costs were computed and 
prices determined on this base product and these prices then be- 
came the basis for all other prices set forth in the list. By this 
means all products have a uniform metal price to which is added 
the charge for further processing. 


Some of these extra charges vary with gauge thickness, as the 
classification of colored metal gives evidence. All price differen- 
tials to the plain rolled aluminum base are first computed and ap- 
plied on the logical area unit before converting to the pound selling 
unit. Because of the extreme variations in metal weight and values 
to paper backing, the prices per pound often show a complete lack 
of uniformity. Converted to an area basis, however, these same 
prices will appear reasonably different with accountable variations. 
Consequently, the price build-up is by area, which in turn may be 
converted to any selling unit desired. In the considered list, inter- 
leaved and mounted specifications were priced by adding fixed dif- 
ferentials for each group to area price equivalents of unmounted 
rolled aluminum items and this sum in turn multiplied by the num- 
ber of square inches per pound yield to obtain price per pound. 
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REYNOLDS METAL 
ROLLED ALUMINUM 


PLAIN and DECORATED 






WITHOUT AND WITH PAPER BACKING 
Interleaved - Solid Wax - Glue Line Mounted 






PRICE LIST 
APRIL 8, 







GENERAL TERMS OF SALE: 


Cates Unit is Per Pound—Metal G 
and Yield subject to plus or minus 1 
tolerance.) 






Credit: Net amount, 30 days, subject to acceptable 
arrangements with our Credit Department. 


Shipping: Freight prepaid on shipments of 125 Ibs. 
or more, not to exceed $1.50 ewrt. 


Metal Cores: Weight of Aluminum Cores shall 
be deducted from net weight and charged as a 
separate item at the following values: 











1 NS eels 41 per ib. 
2" I. D. Cores... .42 per Ib. 
“1. D. Cores... .44 per Ib. 






Cores in good condition are returnable for credit 
at same value in minimum quantities of 25 Ibs. 
F. O. B. plant of origin. Paper cores are not in- 
cluded in this provision. 

Embossing Roll: Signature designs or special 
patterns require extra charge of $200.00 to .00 
Sepentag epee design, for rolls and equipment. 
No roll charge made against original for 
minimum 10,000 Ibs. unmounted, or 15,000 Ibs. 
mounted material. 


Packing Materials: Flanges and Dowels used in 
acked spooled items remain the property 
ynolds Metals Co., and are to be returned by 
customer “freight collect” to plant of origin. 
REYNOLDS METALS COMPANY 
Federal Reserve Bank Building 


Richmond, Virginia 


OFFICES IW PRINCIPAL CITIES OF THE UNITED STATES 
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Exnuisit 3 (Conrtp.) 


(Continuation of Base Prices) 
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Slight differences will be found in the fixed area differentials with- 
in each group caused by treatment of fractions on pound prices 
and reconverting to square inch price equivalents. 






































Master List Complements 


When prices are built in the manner described rather than cre- 
ated by some less exact method, there is much better chance of 
maintaining uniformity throughout the whole price structure and 
nothing will remain which might cause customers to doubt the ex- 
istence of a consistent fair-price practice. This doubt invariably 
leads to chiselling and some buyers need nothing more than a weak 
explanation of a slight price difference to start the ball rolling. To 
avoid dangerous conditions of this kind, it becomes essential, espe- 
= cially in a made-to-order manufacturing business, to develop flex- 
ible pricing lists rather than fixed article price lists. 

In addition to the idea of a single master list containing differ- 
entials for variations, this same principle may be projected to in- 
clude other pricing lists which may be used as complements to 
master lists. Separate lists become necessary when differentials to 
base figures may have a great many different variations, such as 
printing. 

This feature of master list complements is clearly illustrated in 
Exhibits 4 and 5. 

It will be seen that Exhibit 4 is a base material list, comparable 
to “Rolled Aluminum” list of Exhibit 3, containing all differentials 
typical on these specifications. In addition to extra charges cover- 
ing variations in material, character of surface and form, this list 
also carries differentials for special width which is just as much a 
part of cost as any other factor in continuous web processing oper- 
: ations. 

Exhibit 5 is a “Printing Price Basis” complementing any base 
material pricing lists such as those presented in Exhibits 3 and 4. 
Including four different types of printing, each with a great many 
possible variations, this list may apply against any base material 
taken from a published master list. It is pertinent to note that the 
printing list presents a list of “Typical Stock Prices” taken from 
other lists and included for convenience with these printing dif- 
ferentials. 


ea5 err ° free 
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LINING STOCK 


(Rolled Aluminum with Solid Laminated Paper Backing) 


This material is manufactured special to order iin bull 
to various standard specifications. It is 
rae used principally in pe eopeeenien and yockaging 68 
ly applied as , bags, wrappers, ls, = 


PRICE LIST 


JUNE 15, 
(Subject to Change Without Notice) 


GENERAL TERMS OF SALE: 


(Selling Unit may be either by Weight or Area 
Subject to Yield Tolerance of less than 10% 
Plus or Minus Theoretical) 


+ Credit: Net Amount, 30 days, subject to acceptable arrange- 
“ments with our Credit Department. 
Shipping: Freight Prepaid on Shipments of 125 ibs. or more, 
"not to excced $1.50 Cwt. 
Cores: Material furnished in rolls will contain Standard 
Cores with diameters 1 5/16”, 24” or 3” according 
See eon Se specifications. 





REYNOLDS METALS COMPANY. 
Federal Reserve Bank Building 


Richmond, Virginia 
"4 Offices in Principal Cities of the United States 











Exnuisit 4 (Con tp.) 
ROLLED ALUMINUM “LINING STOCK” 
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should be referred to main office for limitations, recom- 


‘mendations, and pricing. 


required minimum quantity of 25MM square inches 








PRICE LIST 
1, 


(Subject to change without notice) 












GENERAL TERMS OF SALE: 







(Selling Unit is by Area converted to per 1,000 pieces 
according to sizes specified) 

Credit: Net amount, 30 days, subject to acceptable 
arrangements with our credit department. 

Shipping: Freight prepaid on Shipments of 125 Ibs. or 
more, not to exceed $1.50 cwe. 


Preparatory Art work, polation plates and 

cutting dies will charged extra only on the initial 

— at the time of oi came. - 
subsequent ee oy ue to —_ but not — 

— ao oamens, See be absorbed b y Reynolds. 

of peepecemey charge may S waived 0 = iced 

var established produced by a 

of a order value. 
















process, to the extent of 





Quan Delivered Against Order: overru! 
=, of less than 10% of quantity on a — 4 be 
considered complete delivery. 


Service: Normally, shipments against initial printing 
orders of standard specifications may be expected to 
begin in about three weeks after receipt of order and 
approval ¢ om mB, design. Aye = terms required 
pes | nm manufacture of 

items. ‘< pond rc shipments may nor- 
mally be me apeeue to begin within three weeks after 


receipt of 




















REYNOLDS METALS COMPANY. 
Federal Reserve Bank Building 
Richmond, Virginia 


OFFICES IN PRINCIPAL CITIES OF THE UNITED STATES 
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TYPICAL STOCK PRICES 


List Prices to be ctted piadag OOmatch contained | 


‘tute any of 
Bist prices adjusted to 23” width) 


base 


Use roll prices for all rotogravure and all aniline printing—Use 
terpress 


sheeved prices for sheet gravure and let: 


Printing. 
Equiv. per M sq. ins. 



























































Base Liet 
Adjusted Rolls | Sheers Combining Frome Sor Queasicy Piten This practice is 
w 2" com) permi except where pieces are identical in size, ral 
geieadom, colors and design, and where a change ry 
wor or net may be overprinted without 
Unmet'é. Alum. .001 “Gauge 0424 maser"dengn. Grouping of diferent mney and 
e ous” * 0625 Tisyour et Crmapig of ental pce there 
= 8 layout identical Pieces: color 
ee ee Ser" seme pn on one See fa Simi i greed 
26/19 LB Spec Glassine owe | ‘oe Preparatory charges ¥ 
¥o 2/23 Le Bend 0305 0325 seeks yin boven Add 3/16” to each dimension of 
PS Ay ee -0323 0340 HOW TO FIGURE PRICES FROM PRINTING LIST— 
Te 2/25 Lb. Bond Gare | ade ——- 
To 1/20 Lb Process Liner 0305 335 Outline of procedure for computing prices om printed 
Te 2/35 Lb. Bond 0326 | 0347 1—Caleulate area (piece and quantity) including die-cut or 
Stock ed.)e we base stock price M inches from hoc 
Sioa im oe | es Ta 0.4 ernie 
° Fer Clear Lacquer 0108 0108 jr ta 
° fer Seid Seinge— Conger O16 0126 base for extra features, such as 
e Other Sed Colors 0146 0140 extra colors, ptd. ete, 
(Nore: -: poms material S—Ad.’ computed quantity according to classifi. 
require: 4 ‘ shum canon, 
eset Bae 23” mash) result is net price per M pieces. wed 
eee oe 7—Determines preparatory charge for separate quotation. 
To 2/45 Lb. Lie 0382 ais Example: 200 M candy 5 2 $—printed 
To 2/60 Lb. Litho Ost ywas stock alominem to 16 Ib. 
To 2/9 Pr. Cover Onee 0477 wai backing: 
To 2/15 Pr. Cover 0708 O74! 1—Area va $—25 0q. inches s 200 M—S MM equare inches. 
Gane Gate nifot Per M Plus 
Add: Fe. Cw Lagu rm = = ton M ph md 
¢ Gold— 1 "3 
* Fer other Sed. Colors | 0169 | Gin 2—Sheet stock (23” width)... 0287 
* For Standard Gumming 0189 o1se 3—Letrerpress ptg—! col. base... 0125 065 
4—Adjustment | extra wre 0045 
Other Base List Prices: S—Quantity diff. (SMM 5q. in. 2-col.) 0246 
(Adjusted to 13" width) 
r 0703 06 
6—Conversion: (25 Moq.ins. x 070300000... «= 88 
Price Mi weer oe 
t—-frapeeauasy Gale * — $52.9 sal negchas 
42.00 5 4.50 
On onginal order of established 
mot exceeds BOE cf codes alee 
GERD GS 0 Bienen 72.80 
Net Preparatory Charge $270 
Exuisit 5 (Contp.) 
Conclusion 


Since the primary purpose of exhibiting price lists was to show 
application of principle, it is considered unnecessary to demon- 
strate list price computations. Besides, if these price lists alone 
are not sufficiently clear for interpretation, then there may be a 
justifiable complaint of misrepresentation and the author will not 
mention the subject again—if you don’t. 
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THE USE OF PREDETERMINED COSTS IN PRICING 
IN THE SHOE INDUSTRY 


By Harold S. Wonson, Controller, 
Commonwealth Shoe & Leather Co., Whitman, Mass. 


BAS in the good old days, there were no problems in costing 

shoes. A few simple styles, a few different lasts, a few plain 
leathers, competition not much of a problem—why worry about 
costs? If the shoemaker made a fair profit last season and market 
costs of materials were about the same, let the selling prices ride. 
If upper leather were up a bit, “maybe we’d better go up ten cents 
a pair.” 

As time went on, the number of shoe manufacturers increased. 
Keener competition added to the list of lasts, leathers and styles 
as each manufacturer tried to increase or even to hold his sales 
by offering something new, something different. Women began to 
shorten their skirts, their feet became visible, a most effective 
cause of increased styling. Men’s styles followed suit, though at a 
much slower pace. Sport shoes, unheard of in the good old days, 
began to appear and again the styles grew in number. Lasts grew 
from ten or fifteen to fifty or seventy-five shapes, leathers, from 
ten or fifteen to over a hundred; patterns from ten or a dozen to 
astronomical figures. 


Changes in Pricing Practice 

Of course, these changes took place gradually but they quickly 
forced a change in attitude toward shoe costs. The first blow 
landed on the old custom of one flat price “across the board” on 
all the shoes in a given grade. The keener buyers would concen- 
trate on the more costly shoes, which by the flat price plan were 
priced too low, and would buy the simpler styles from the more 
up-to-date competitors, since the simpler styles were too high in 
price. 

The first costing methods were sketchy and inaccurate, although 
they did result in higher prices for the more complicated shoes and 
for the shoes made of more expensive leathers, with a correspond- 
ing lowering in the prices of the simpler shoes. Usually, the head 
of the company did the cost work. Ordinarily, he selected a few 
shoes, fairly representative of the different types made by his com- 
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pany, and for each type worked out an approximate cost and a 
corresponding selling price which was used for all of the shoes of 
that general type. A few tests of upper leather cuttings of the dif- 
ierent types of shoes with his knowledge of the market prices of 
leathers gave him a fair approximation of upper costs. 

As most of the sole leather parts, outsoles, insoles, counters, 
heels, etc., were purchased ready for use, his sole leather costs 
were reasonably accurate. A study of the factory payrolls for a 
few weeks and the corresponding pairs of shoes produced gave 
him an average labor cost per pair to which he added 10 or 15 
cents per pair to cover the extra labor costs of wing tip or other 
more complicated types. Overhead costs were unproductive costs 
and therefore a high overhead was something to be ashamed of, so 
he added 10 cents a pair or 5 per cent of the total of the other 
costs or some other fictitious and most inaccurate figure, but he 
offset this by tacking on a juicy $1.00 per pair for profit. Of 
course, this $1.00 profit was never realized, the company did very 
well if the actual profit was 25¢ a pair, but the boss could stick out 
his chest and brag about his low (?) overhead. 


More Accurate Costing Required 


Increasing competition, more and more styles, lasts and leathers, 
have forced the shoe manufacturer to adopt more accurate methods 
of costing his product, but even today there are many manufac- 
turers whose so-called cost systems are not very much more ac- 
curate than the rough system just referred to. 

While no shoe cost system, based as it must be to a considerable 
extent on good guesses, can be exact, possibly 15 per cent of the 
shoe manufacturers today use cost systems which, while not abso- 
lutely correct, are sufficiently accurate for all practical purposes. 
It is such a system that I will try to describe to you. The final com- 
putation of the cost of a particular shoe, given a complete and de- 
tailed description of that shoe and a detailed cost catalog covering 
every item of materials, labor and expense that can be called for 
on any shoe is extremely simple, only a problem in addition. The 
preparation of the detailed cost catalogs is not as simple, but it is 
in the correct preparation of these cost catalogs that the accuracy 
of any cost system lies. 
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Before we can begin to make our cost catalogs, we must know 
with reasonable accuracy what shoes we are going to make and 
how many shoes we are going to make. Shall we plan on a pro- 
duction of 100 dozen, 150 dozen or 200 dozen a day? Our organi- 
zation, both in the office and in the factory, will differ substantially, 
as will our fixed overhead costs, with the different volumes. Will 
the shoes be made from leathers we already own at comparatively 
low costs or will they be made from leathers which we do not own 
and must purchase at higher market prices? Must we buy many 
new lasts, dies and patterns or will our prospective production 
utilize equipment we already own? 

And so with us, the first step in costing our shoes is the prepara- 
tion of a detailed sales budget. 


The Sales Budget 


1. A study of market price reports, business forecasts, reported 
inventory position of retailers, style trends, budgets and actual 
sales of previous seasons is made by company executives. 

2. At a sales conference attended by all salesmen and executives, 
the results of these studies are reported to and discussed with the 
salesmen. The entire line of proposed styles is displayed and dis- 
cussed in detail. 

3. After the conference, each salesman makes an independent 
estimate of the probable sales in his territory by months and by 
quantities on each individual style of shoe. 

4. After a study of the salesmen’s estimates, independent esti- 
mates are made by the sales executives and merchandise managers. 

5. All estimates are tabulated and discussed with the executives 
and merchandise managers, and the final sales budget is adopted. 


The Production Budgets 


1. The factory production budget, showing the required factory 
output by pairs, by grades and by months is computed mathe- 
matically from the sales budget, the finished goods inventory and 
the monthly basic in-stock requirements. The basic stock is the 
quantity, determined from experience, we must have on hand the 
first of each month, which, with the addition of the expected fac- 
tory production during the month, will permit shipping to custom- 
ers the quantity given in the sales budget. We have on an average, 
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ninety sizes and widths on each style and as the customers’ orders 
by sizes and widths are somewhat erratic, we have found that, in 
order to ship 100,000 pairs to customers during a given month, we 
must have approximately 150,000 pairs available for shipment dur- 
ing that month. 

2. The upper leather budget, showing the required purchases of 
the many kinds of upper leathers used, is computed mathematically 
from the factory production budget, the upper leather inventories, 
the upper leather on order, and the footage allowances for each 
style and kind of shoe. 

3. The sole leather budget, showing the required purchase of 
the different grades and thickness of outsoles, insoles, counters, 
heels, etc., is also computed from the factory production budget, 
inventory and orders. 

4. The budget for lasts, dies and patterns is computed from the 
factory production budget, broken down by lasts and patterns, and 
the equipment records. Necessary purchases of lasts, dies and pat- 
terns are made in accordance with this budget in order to obtain 
the use of such additional equipment early in the season. 


The Expense Budgets 

1. The factory manufacturing expense budget is drawn up 
after— 

a. A comparison of budgeted and actual costs of previous 
seasons. 

b. A consideration of possible major repairs. 

c. A consideration of possible changes in fixed expense 
items such as salaries, local taxes, etc. 

d. A study of the possible changes in variable expense items 
due to factory production changes based on the new pro- 
duction budget. 

e. Changes in market prices of expense materials. 

f. Discussion of preliminary figures with factory executives. 

2. The same procedure is followed in drawing up the adminis- 
trative expense budget and the selling expense budget. — 

3. The advertising expense budget is an independent and wholly 
planned budget. It may be large or small depending upon the ad- 
vertising policy which the directors of the company elect to follow. 
New advertising methods may be adopted and old methods dropped. 
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National advertising may be changed from one group of maga- 
zines to another. Usually the directors of the company decide that 
a certain sum of money is to be spent on advertising and the ad- 
vertising manager then draws up a tentative budget which is dis- 
cussed with the board of directors and is adopted, usually, after 
some modification. : 

After the official seal of approval is placed on all of these 
budgets, we are ready to prepare the cost catalogs. 


The Merchandise Catalogs 
1. The upper leather cost catalog gives the standard prices per 
foot of every kind and every grade of upper leather to be called for. 
The standard prices are based on— 
a. The quantities of each kind and grade of leather required 
as given in the upper leather budget. 
b. The quantity and prices of the various kinds and grades 
of upper leather in the inventory. 
. The quantities and prices of the various kinds and grades 
of upper leather on order. 
. The quantities of each kind and grade of upper leather 
which must be purchased to complete the requirements, 
and the prices we expect to pay for them. 


All the other merchandise standard costs are arrived at in the 
same way. These cost catalogs are— 

2. The leather linings and trimmings catalog. 

3. The cloth linings, doublers and stays catalog. 

4. The sole leather catalog. 

5. The direct findings catalog. Direct findings include all items 
which can be identified with a particular shoe, such as laces, eye- 
lets, shanks, upper thread, bottom thread, box toes, etc. 


The Labor Cost Catalogs 

Ordinarily, the labor piece-work catalogs covering from 25,000 
to 30,000 different piece rates require little change from one season 
to another. Minor adjustments in rates are made from time to 
time and occasionally the whole list must be changed when a per- 
centage increase or decrease is made in labor rates. 

The direct day labor costs and the indirect day labor are based 
upon the personnel of each required for the planned factory pro- 
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duction and the established weekly rates. The direct day labor 
consists of those operations actually performed on the shoes which, 
for one reason or another, it has been found impractical to put on 
piece work. The indirect day labor consists of such work as die 
boys and cripple cutters in the upper cutting department, floor 
girls and machinists in the stitching room, odd shoe boys, etc., in 
the various other factory departments. It should be noted that 
foremen and assistants, elevator men, janitors, lumpers, general 
factory machinists, carpenters, electricians, etc., are included in 
manufacturing expense and not in indirect day labor. The direct 
and indirect day labor costs may be included in the labor cost of 
each shoe as a flat charge of so many cents a pair based on the 
total payroll for such labor divided by the budgeted production or, 
and what is probably a more exact method, as a percentage of the 
total piece-work costs for each shoe. 


The total of the piece-work labor on which this percentage is 
based may be computed from the computed total piece-work labor 
cost of each style and kind of shoe and the production budget. The 
total day work is readily computed from the day-work personnel 
required for the planned production and the regular rates of pay 
of each day-work operator. 


For convenience and speed in costing the shoes on orders re- 
ceived from customers, the cost department, at the beginning of 
each season, computes the detailed labor costs for each of the sev- 
eral hundred styles in the sample line and gives these costs, classi- 
fied by factory departments, to the cost clerks in the order depart- 
ment. The cost clerks also receive a labor change catalog which 
permits them to adjust the labor cost for any shoe ordered by a 
customer which differs, usually in a minor degree, from the nearest 
sample shoe. The factory departments, as classified, are as follows: 


Cutting Room 

Stitching Room 

Sole Leather Room 

Lasting Room 

Bottoming Room 

Finishing Room 

Treeing and Dressing Room 
Packing and Shipping Room 
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All costs are based on the cost of a shoe of average size and 
width, and periodic surveys are made of our sales by sizes and by 
widths so that, if necessary, adjustments may be made in the stand- 
ard average size and width. 

In order to properly cost each shoe, cost clerks in the order de- 
partment are also given tables of allowances and construction : 


Tables of Allowances and Construction 


1. Tables of upper leather, leather linings and cloth items, give 
the parts and the footage required per pair of shoes for each 
individual shoe style by— 

1. Grade of shoe. 
2. Kind of leather. 
3. Grade of leather. 


Originally, each shoe manufacturer tried to determine his 
own footage requirements for each style of shoe. All of the 
methods used were more or less inaccurate. There are so 
many factors affecting the number of feet of leather re- 
quired to cut a given pair of shoes that the job is one for an 
expert in this sort of work. The area of a pattern is of much 
less importance than its shape. Several different parts, 
vamps, tips, quarters, foxings, tongues, etc., must be cut 
from the same piece of leather at the same time. Each part 
must be cut from its proper portion of the skin. The pattern 
for each part must be placed on the skin in a certain direction 
so that the strain lines of the skin will coincide with the 
strain imposed on that part in lasting the shoes. Otherwise, 
the shoe will not hold its shape. 

More leather is wasted in cutting small skins, such as kid 
skins, than in cutting large kip skins. Tan shoes, for which 
each part must be matched in color to all other parts, require 
a greater footage than black shoes, Cheaper grades of leather 
require larger allowances than do the better grades, for in 
cutting this kind of leather surface imperfections must be 
avoided. Better grade shoes, for which each part cut must 
be as nearly perfect as possible, need greater allowances than 
do cheaper shoes on which minor imperfections are accepted. 
So today, most manufacturers call on companies which spe- 
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cialize in such work, for their allowance figures. These com- 
panies, using methods which are kept reasonably confidential, 
are given the patterns to be used by the shoe manufacturer 
and they return to the manufacturer complete tables showing 
the footage which should be allowed for those patterns for 
all the combinations of grades of shoes and kinds and grades 
of leather. 

. Sole leather items. While the quality and thickness of most 
sole leather items such as outsoles, insoles, counters, etc., is 
given in the specification for each individual shoe, these 
tables give the kind and height of heel required for each 
grade of shoe on each style of last, etc. 

. Findings. The kind and quality of direct findings such as 
eyelets, stays, bottom thread, upper thread, shanks, etc., to be 
used on each style and grade of shoe are specified. 

. Cartons, packing cases and packing supplies per pair are 
obtained from past experience. 

. Royalties per pair are based on past experience. 

. Lasts, dies and patterns per pair are also based on past ex- 
perience. 

. Indirect findings and supplies per pair are based on experi- 
ence and include about 180 items consisting of nails, tacks, 
gums, polishes, cements, etc., which cannot be identified with 
any particular shoe. 

In costing the allowances, consideration is of course given 
to changes in market costs, extraordinary changes in styles 
of lasts and patterns, etc. 

. Manufacturing expense. The cost per pair for each shoe is 
taken as a per cent of the total labor cost for that shoe. This 
per cent is based on the ratio of the total manufacturing ex- 
pense budget in dollars to the estimated total labor cost in 
dollars, computed from the production budget. 

. Administrative Expense. The cost per pair for each shoe 
is taken as a per cent of the selling price for that shoe. This 
per cent is based on the ratio of the total administrative ex- 
pense budget in dollars to the estimated total sales in dollars 
computed from the sales budget. 

. Selling expense is stated as a per cent of selling price. 
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. Advertising expense is also stated as a per cent of selling 
price. 

. Customers’ returns and allowances are dated as a per cent of 
selling price based on past experience. 

. Bad debts are dated as a per cent of selling price based on 
past experience. 

. Loss on samples are stated as a per cent of selling price based 
on past experience. This item represents the difference be- 
tween the cost to the company of trial shoes, models and 
salesmen’s samples and the amount the company receives 
from the sale of these shoes when no longer needed. 

15. Salesmen’s commissions are stated as a per cent of selling 
price. 
16. Discounts are stated as a per cent of selling price. 


When equipped with the merchandise and labor cost catalogs 
and the tables of allowances and construction, the cost clerks are 
ready for the actual figures. 

Cost Figuring 

At the beginning of each season the cost clerks are given the 
specifications of each shoe in the sample line, covering approxi- 
mately 200 shoes. These shoes are referred to as base shoes. The 
specifications give a complete and detailed description of each shoe, 
including not only the last, pattern and all materials to be used, 
but a description in code of the methods of fitting, trimming, per- 
forating, etc., to be used and the expected selling price. 

All of these base shoes are completely costed at once, so that if 
a change from the estimated selling price which accompanied the 
specification is necessary, it may be made immediately. In 99 
cases out of 100, no such change is necessary, for the company 
executives know the cost of each shoe for the previous season and 
also the changes which have taken place in materials or labor costs. 
No attempt is made to arrive at a uniform profit on each style of 
shoe. For example, in a group of fifteen or twenty shoes repre- 
senting a grade to be sold at, let us say, $5.35, some shoes may 
show a profit of twenty to thirty cents a pair and others only ten 
to fifteen cents a pair. 

All shoes for the in-stock department are made exactly in ac- 
cordance with these specifications. All shoes sold on special cus- 
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tomers’ orders are based on the samples or base shoes but may 
differ in minor details from the base shoe. Such shoes must be 
costed individually, but the changes are ordinarily so slight that 
the costing can readily be done by addition to or deduction from 
the costs of the corresponding base shoe to cover materials or 
labor operations added or omitted. 

The standard costs established at the beginning of each season, 
which are used to establish the selling prices at that time, are also 
used for accounting purposes throughout the season and, for that 
reason, cannot be changed during the season. However, if unex- 
pected and drastic changes, either up or down, in the market costs 
of materials or labor occur during the season, costs are refigured, 
but only for use in revising selling prices. 

The following table shows in detail the specifications, all cost 
items, and the sources from which the cost of each item is ob- 
tained. All descriptions, allowances and costs are fictitious. 


SPECIFICATIONS AND COST SHEET 
Sources—M Mechandise 
Catalog 
A Allowance 
Catalog 
C Construction 
Catalo 
L Labor Catalog 
S Specifications 
Specifications Cost Classification Sources 
Sample No. 9999 - 
Grade B 


Last 999 
Pattern 99 L. Oxford 


Upper LEATHER 
Vamp) 2.55 ft. x .33 8A2 
Top) 


“ 


nnnnnunN 
SEESEERE 
>>> >> >> 


’ 


Linincs & TRIMMINGS 


Lining 99 Kip Lining .80 x .21 
Vamp Lining T . inin 
ongue Lining 
Vamp Doubler 
Top Doubler 
Tip Doubler 


anaaum 
SEEEEE 
Pr >r>>r> 
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Stay 
teak Stays 


an 
=e 
>> 


Borrom Stock 


NNNNNNNUNN 
REEEEEEEE 
a aA Pp 


Eyelets 6 Inv. 
aco Label 999 


Box Toe Cc 


Golf Studs 


PO>r> PO ANDY 


3G 


ANNQANNIANMANNDA 
SSESEEREREEEES 


Laces 
Sock Lining 


C. onstruction Details 


Prrrr> CMrrerrer 


5 


TOTAL FACTORY COST 3.656 
Adm. Expense 

Selling Expense 

Advertisi 
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Carton Bed Debts 024 A % Selling 
rice 


Cover Top Loss on Sample 048 A 9% Selling 
rice 

Cover Strip Commission 240 .768 A % Selling 
rice 


Carton Label Total Cost 4.424 


Profit 328 
Net Selling Price 4.752 
Sales Discount 048 A % Selling 


rice 
GROSS SELLING PRICE $4,800 


Explanation of Specifications and Cost Sheet 


The shoe described and costed is a simple black calf lace oxford 
to be made in a medium grade. All parts of the upper are cut 
from the same leather and the allowance catalog tells us that we 
require 2.55 square feet of uncut leather to produce the vamps, 
tops, tips and tongues for one pair of shoes. The merchandise cat- 
alog tells us that the standard cost of B grade black calf is 33 
cents a foot. This shoes does not require foxings, lacestays or 
backstays. If the shoe were to be made of more than one kind of 
upper leather, such as a white buck style with tan calf wing tips, 
foxings and lacestays, the allowance catalog would give us the 
footage required for each part and the merchandise catalog the 
price per foot of each kind of leather to be used. 

Parts such as tongue linings, all doublers and stays are stand- 
ardized by shoe styles and upper leather groups and for that rea- 
son are omitted from the specifications and factory tags. The 
construction catalogs tell the cost clerks and the factory depart- 
ments the items required for the shoes to be made and the cost of 
these items is then computed from the allowance catalog and the 
merchandise catalog. 

This is also true of many of the findings listed. The shoe we 
are describing and many similar shoes will always use the same 
kind and quantity of upper thread, bottom thread, etc. In the case 
of eyelets, however, this shoe might be made with invisible eye- 
lets or black visible eyelets of several different shapes, It is, 
therefore, necessary to specify and print on the factory tags the 
particular kind of eyelets to be used. Covers, on the other hand, 
are used only to protect white or other soilable leathers while going 
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through the factory processes, and their use is governed by the 
construction catalog. 

Labor operations are standardized by styles and grades of 
shoes, kinds of upper leather, etc., but variations from standard 
construction must be specified as construction details and called 
for on the factory tags to insure the correct computation of labor 
costs and the construction of the shoe in accordance with the cus- 
tomers’ wishes. Any one of several different styles of tip perfora- 
tions can be used on most styles of shoes or the tip perforation 
may be omitted entirely and a stitched tip or plain unperforated 
tip called for, a change which will alter the labor costs. Similar 
changes are possible in all of the items listed under construction 
details. The absence of an entry after any of the items under 
construction details indicates that standard construction is to be 
followed. For example, in the cases of carton, cover top, cover 
strip and carton label, entries appear only if the customer requires 
special cartons, specially labelled. In the absence of such entries, 
the standard cartons are used. 











